
. 
Exhibit No. 7 
Schedule 11 
Page 6 of 8 

Chapter 7: Alternative DCF Models 

The two-stage non-constant growth DCF model described in Chapter 4 has 
a quarterly counterpart: 

PO = 
D, (1 +s> D2(1 +g) 

+ 
(1 + K)0-25 (1 + K)0.50 

D3(1 +g) D3 (1 + s) 
+ + 

(1 + K)“.75, . (1 +K)‘.” 

D&l + a2 D2(1 +g12 + + 
(1 + K)‘.25 (1 + K)‘.50 

D3 (1 + g12 D3(1 +w2 + + 
(1 + Kp75 (1 + Iq2.00 

+ P2 

(1 + K)2.00 
(7-3) 

The symbol g represents the first stage growth rate while P2 represents 
the stock price in period 2 that is obtained by applying the quarterly DCF 
model using the second-stage growth rate. 

Intuitively, the quarterly form of the DCF model described by Equation 7-1 
resembles the standard annual form, but with a slightly mod&d dividend yield 

component. Letting D” = D’ (1 + R)3’4 + & (1 + K)“2 + DJ (1 + K)“4 + 04 

in Equation 7- 1, the quarterly DCF equation becomes: 

K= D,‘/Po+ g (7-4) 

which is very similar to the annual version. One can think of the D” term 
as an augmented D’ term that simply captures the added time value of 
money associated with investors receiving successive quarterly dividends 
and reinvesting them over the remainder of the year at KD/. That is to say, 
during the course of one year, the investor has the value of the first 
quarter’s dividend for 314 of the year; the second quarter dividend for l/2 
of the year; the third quarter dividend for l/4 of the year, and the fourth 
quarter dividend is received at the end of the year. The following illustra- 
tion shows how to implement the quarterly DCF model and estimate the 
investor’s required market return. 

185 
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Chapter 7: Alternative DCF Models 

The cost of equity capital estimate of 12.82% should be translated into 
a fair return on equity by allowing for a 5% flotation costs factor. This 
is accomplished by dividing the dividend yield component of the lost 
of equity figure by 0.95 to produce a fair DCF rate of return on equity 
of 13.03%. 

7.2 Other Alternative DCF Models 
Other alternative functional forms-of the DCF model are available but are 
largely unrealistic and/or theoretically incorrect. The continuous com- 
pounding DCF model, for example, is developed assuming that dividends 
are paid continuously rather than at discrete time intervals.’ Clearly, this 
model does not reflect reality, any more than does the annual DCF model, 
which assumes that dividends are paid once a year at the end of the year. 
The continuous DCF model has the following form: 

Kc= Do/P,, + g (7-5) 

where Kc = investor’s expected return from the continuous DCF model 

= annual per share dividend at time 0, i.e., current dividend 

Another DCF model sometimes used by analysts, notably by the Federal 
Energy Regulatory Commission in its determination of the electric utility 
industry’s generic rate of return on equity before 1993, lies halfway 
between the continuous and annual forms of the DCF model: 

K ad hoc = Do (1 + 0.5G)/P,, + g 

where Kad hoc = investor’s expected return from the ad hoc DCF model 

This “ad hoc” DCF model is based on the arbitrary assumption that the 
firm is halfway into its quarterly dividend cycle and assigns half a year’s 
growth to the dividend. Of course, the model does not reflect reality and is 
arbitrary in nature. Only the quarterly compounding DCF model reflects 
reality, is theoretically correct, and is computationally tractable. 

1 The effective return under continuous compounding is computed with the follow- 
ing formula: 

K c = Do [Kc/In (1 + ke )I + 9 
PO 
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Proxy Group of Seven 
Water Companies 

American Water Works Co., Inc. 4.2 % 4.1 % 3.6 % 3.2 % 3.8 % 
Conn. Water Service, Inc. 4.1 3.9 3.8 4.2 4.0 
E’town Corporation 3.2 3.2 3.6 4.1 3.5 
Middlesex Water Company 4.3 4.1 4.0 4.3 4.2 
Pennichuck Corporation 4.3 3.2 3.4 3.8 3.7 
Philadelphia Suburban Corp. 3.8 3.7 3.4 3.2 3.5 
United Water Resources, Inc. 2.8 2.8 2.8 3.5 3.0 

Average 3.8 % 3.6 56 3.5 % 3.8 % 3.7 % 

Proxy Group of Eight Utilities Selected 
on the Basis of Least Relative Distance 
American Water Works Co., Inc. 
Berkshire Energy Resources 
CMS Energy Corp. 
Eastern Utilities Associates 
Energy West Inc. 
Hawaiian Electric Industries, Inc. 
Southern Company 
United Water Resources, Inc. 

Average 

Consumers Illinois Water Company 
Derivation of Dividend Yield for Use in the 

Discounted Cash Flow Model 

Average 
Dividend Yield 

of 
Last 3 

Months (2) 

Average 
of 

Last 6 
Months (3) 

spot 
/03/21/00) (1) 

4.2 % 4.1 % 
3.3 3.4 
7.5 6.1 
5.3 5.4 
6.2 5.8 
8.3 8.5 
6.3 5.7 
2.8 2.8 

5.5 % 5.2 % 

3.6 % 3.3 % 3.8 % 
3.8 4.6 3.8 
5.2 4.2 5.8 
5.5 5.6 5.5 
5.8 5.6 5.9 
8.0 7.5 8.1 
5.5 5.3 5.7 
2.8 3.5 3.0 

5.0 % 5.0 % 5.2 % 

Average 
of 

Last 12 
Months (4) 

Average 
Dividend 
Yield (5) 

(1) The spot dividend yield is the current annualized dividend per share divided by the spot market 
price on 03/21/00. 

(2) The average 3-month dividend yield was computed by relating the indicated annualized 
dividend rate and market price on the last trading day of each of the three months ended 
February 29,200O 

(3) The average &month dividend yield was computed by relating the indicated annualized 
dividend rate and market price on the last trading day of each of the six months ended 
February 29,200O 

(4) The average 1Zmonth dividend yield was computed by relating the indicated annualized 
dividend rate and market price on the last trading day of each of the twelve months 
ended February 29,200O 

(5) Equal weight has been given to the 12-month average, 6-month average, bmonth average and 
spot dividend yield. This provides recognition of current conditions, but does not place undue 
emphasis thereon. 

Source of information: Standard 8 Poor’s Compustat Services, Inc., PC Plus Database 
CheckFree Investment Services http://qs.secapl.com/cgi-bin/q 
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Consumers Illinois Water Company 
Current Institutional Holdings (1) and individual Holdings (2) for the 

Proxy Group of Seven Water Companies and the 
Proxv Group of Eight Utilities Selected on the Basis of Least Relative Distance 

1 2 

February 2000 
Percentage of 

Institutional 
Holdings (1) 

February 2000 
Percentage of 

Individual 
Holdings (2) 

Proxy Group of Seven 
Value Line Water Companies 

Amer. Water Works Co., Inc. 
Conn. Water Service, Inc. 
E’town Corporation 
Middlesex Water Company 
Pennichuck Corporation 
Philadelphia Suburban Corp. 
United Water Resources, Inc. 

Average 

Proxy Group of Eight Utilities Selected 
on the Basis of Least Relative Distance 

American Water Works Co., Inc. 31.7 % 68.3 % 
Berkshire Energy Resources NA NA 
CMS Energy Corp. 68.6 31.4 
Eastern Utilities Associates 51.1 48.9 
Energy West Inc. 2.0 98.0 
Hawaiian Electric Industries, Inc. 27.9 72.1 
Southern Company 34.3 65.7 
United Water Resources, Inc. 19.2 80.8 

Average 33.5 % 66.5 % 

31.7 % 
9.1 

28.2 
NA 
NA 

19.2 
19.2 

% 21.5 

68.3 % 
90.9 
71.8 

NA 
NA 

80.8 
80.8 

% 78.5< 

Notes: (1) The percentage of institutional holdings is calculated by dividing the number of shares held by 
institutions by the number of shares outstanding. 

(2) (I - column 1). 

Source of Information: Standard 8 Poor’s Stock Guide 
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Proxy Group of Seven 
Water Companies 

American Water Works Co.. Inc. 
Corm. Water Service. Inc. 
EYown Corporation 
Middlesex Water Company 
Pennichwk Corporation 
Philadelphia Suburban Corp. 
United Water Rewwces, Inc. 

Average 

Proxy Group of Eight Utilities Selected 
on the Basis of Least Relative Distance 

American Water Works Co., Inc. 
Berkshire Energy Resources 

CMs EnerOY cocp. 
Eastern Utilities Associates 
Energy Weat Inc. 
Hawaiian Electric Industries, Inc. 
Southern Gmpany 
United Water Resources, Inc. 

Average 

1 2 

Value Line Hlstorical Five 
Year Growth Rate (I) 

OPS EPS -- 

10.5 % 5.5 % 
1.3 (5) 3.5 (5) 
0.5 0.5 
2.9 (5) 1.5 (5) 
9.6 (5) 25.4 (5) 
4.0 7.5 

--zL - 1.0 

4.1 % 3.3 - - % (6) 

10.5 16 5.5 % 
(0.5) (5) 7.1 (5) 
17.0 8.5 

3.5 (2.5) 
7.0 (5) 3.3 (5) 
1.5 2.5 
3.5 3.0 

L 1.0 

5.3 % - (9) -z%(9) s 

9 !! 5 

Five Year Value Line Projected 1996 
Historkal BR ‘98 to 2002-‘04 GrowVl 

+ sv (2) Rate (1) 

DPS EPS 

7.0 % 
NA 

2.0 
NA 
NA 

5.0 
1.5 

7.0 % 8.0 46 
NA NA 
9.0 9.5 
Nil 0.5 

NA NA 
0.5 2.0 
0.5 9.0 
1.5 7.5 

3.1 0 6.1 % 

8.0 % 
NA 

6.0 
NA 
NA 

9.0 
7.5 

7.6 % 

I/S/E/S Projected Five 
Year Growth Rate 

No. of 
EPS Eet. 

6.18 % (61 
3.00 I11 
3.00 I4 
3.00 Ill 
3.00 111 
9.73 1'51 
5.17 I31 
4.73 % 

6.18 % 
3.00 
9.88 
2.00 
5.00 
3.23 
5.97 
5.17 

5.05 % 

161 
III 
W31 
I21 
111 
I71 
1191 
R 

z z 8 8 

Average Projected Average Projected Projected Five Projected Five 
Five Year Growth Five Year Growth Year BR + SV Year BR + SV 
Rate in EPS (3) Rate in EPS (3) (4) (4) 

7.1 % 8.3 36 
3.0 NA 
4.5 3.3 
3.0 NA 
3.0 NA 
9.4 11.0 
6.3 3.9 

5.2 % 6.6 % 

Range of Growth Rates 

Midpoint of Range 

Average of all Growth Rates (7) 

Average OF Midpoint OF Range and Average 
OF all Growth Rates 

Average of Projected EPS Growth Rates (8) 

7.1 % 8.3 % 
3.0 NA 
9.7 9.6 
1.3 0.7 
5.0 NA 
2.6 2.6 
7.5 7.8 
6.3 3.9 

5.3 % 5.5 36 

Ranga of Growth Rates 

Midpoint of Range 

Average OF all Growth Rates (7) 

Average of Midpoint of Range and Average 
OF all Growth Rates 

Average of Projected EPS Growth Rates (8) 

Notes: (1) As shown on pages 9 through 16 of this Schedule. Historical growth rates are Five-year compound growth rates. 
(2) From page 2 OF this Schedule. 
(3) Average OF Columns 5 and 6. 
(4) From page 6 of this Schedule. 
(5) Calculated using the same methodology as Value Line Investment Survey, I.e., three-year bass periis. 
(6) Excludes the 25.4% historical EPS growth rate For Pannichuck Corporation. In Ms. Ahem’a opinion such a growth rate is 

not representative OF the growth in EPS which can be expected to bs sustainable prcspectivaly. 
(7) Average of Columns 1, 2, 3, 4, 5,6, and 8. 
(8) From &lumn 7. 
(9) Ex&des negative growth rate, since it is illoglcal that Investors would invest in the common equity OF a Firm with the expectation of negative growth. 

9 

Conclusion of 
Growth Rate 

3.3% - 7.6% 

5.5% 

5.0% 

%3% 

52% 

3.1%-6.1% 

4.6% 

5.0% 

tl&% 

!zt.% 

Source of Informatlon: Value Line Investment SUrVey. January 7, February 4, February 18. and March 10,2ooO, Standard Edition 
Market Guide -I/6&/S Earnings Estimates, March 16. 2oO0, yahoo.marketquide.com/mgU 
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Proxy Group of Seven 
Water Companies 

American Water Works Co., Inc. 
Conn. Water Service, Inc. 
E’town Corporation 
Middlesex Water Company 
Pennichuck Corporation 
Philadelphia Suburban Corp. 
United Water Resources, Inc. 

Average 

Proxy Group of Eight Utilities Selected 
on the Basis of Least Relative Distance 

American Water Works Co., Inc. 
Berkshire Energy Resources 
CMS Energy Corp. 
Eastern Utilities Associates 
Energy West Inc. 
Hawaiian Electric Industries, Inc. 
Southern Company 
United Water Resources, Inc. 

Average 

Consumers Illinois Water Company 
Calculation of Historical BR + SV 

BR (1) 

5.4 % 5.4 % 38.0 % 2.1 % 
2.8 1.6 39.0 0.6 
1.5 8.6 25.9 2.2 
I.9 4.3 38.2 1.6 
4.2 Il.4 9.7 1.1 
3.3 3.9 52.1 2.0 
1.6 14.8 28.8 4.3 

3.0 % 7.1 % 33.1 % 2.0 % 

5.4 % 5.4 % 38.0 % 2.1 % 7.5 % 
3.0 6.2 21.1 1.3 4.3 
8.3 6.6 51.4 3.4 11.7 
I.6 1.4 20.8 0.3 1.9 
4.2 2.0 44.6 0.9 5.1 
1.2 3.0 32.2 1.0 2.2 
2.1 I.7 42.9 0.7 2.8 
1.6 14.8 28.8 4.3 5.9 

3.4 % 5.1 % 35.0 % - 1.8 % 5.2 % 

2 

S V 
Factor (2) Factor (3) 

4 

sv (4) 

5 

BR+ 
sv (5) 

7.5 % 
3.4 
3.7 
3.5 
5.3 
5.3 
5.9 

4.9 % 

Notes: (I) From column 6, pages 3 and 4 of this Schedule. 
(2) From column 12. page 5 of this Schedule. 
(3) From column 7, page 6 of this Schedule. 
(4) Column 2 l column 3. 
(5) Column I + column 4. 
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C mers Illinois Water Company 
Hiiorl~~ernal Growth Rate (l), i.e., BR. for 
the Proxy Group of Seven Water Companies 

fortheYears19941996 

1 2 3 4 

Five-Year 
Average 

1994-1996 
Internal Growth 

1998 l%!I E?.% 1995 1994 Rate. i.e., BR 

Proxy Group of Seven 
Water Companies 
American Water Works Co., Inc. 
Common Equw Return Rate 
Retention Ratii 
Internal Growth Rate (1) 

Conn. Water Service. Inc. 
Common Equity Return Rate 
Retention Ratio 
Internal Growth Rate (1) 

E’town Corporation 
Common Equity Return Rate 
Retention Ratio 
Internal Gr&h Rate (1) 

Mid&es Water CornwnY 
common Equity Return Rate 
Retention Ratio 
Internal Growth Rate (11 

Pennichuck Corporation 
Common Equity Return Rate 
Retentii Ratio 
Internal GrcHvth Rate (1) 

Philadelphii Suburban Corp. 
Common Equity Return Rate 
Retention Ratio 
Internal Growth Rate (1) 

10.67 96 10.47 % 10.41 % 11.35 % 10.75 % 
46.23 47.82 47.49 51.75 53.95 

5.15 5.01 4.94 5.67 5.60 5.4 % 

12.15 % 12.25 % 12.37 % 12.68 % 12.54 % 
23.75 22.92 22.41 22.56 20.63 

2.89 2.81 2.77 2.86 2.59 2.8 

10.91 % 10.21 % a.36 % 9.27 % 6.59 % 
24.19 16.23 (3.72) 3.63 K35) 

2.64 1.66 (0.31) 0.34 (0.55) 1.5 (2) 

10.52 % 11.22 % 10.34 % 11.99 % 12.10 % 
19.59 15.51 a.07 m.25 23.28 
2.06 1.74 0.83 2.43 2.45 1.9 

10.90 % 9.55 % 9.73 % 9.09 % a.09 % 
53.94 38.37 36.93 43.29 43.09 

5.88 3.66 3.79 3.94 3.49 4.2 

13.53 % 12.49 % 11.84 % 11.99 % If.18 % 
36.02 29.65 25.12 24.87 19.19 

4.87 3.73 2.97 2.98 2.15 3.3 

United Water Resources, Inc. 
Common E&y Return Rate 10.05 % 7.24 % 10.24 % 4s % 10.09 % 
Retentii Ratio 21.63 (0.29) 19.30 (69.61) 7.36 
Internal Growth Rate (1) 2.17 (0.02) 1.98 (3.40) 0.74 1.6 (2) 

Average 3.0 % 

Notes: (1) The intemd growth rate is calculated by multiplying the common equtty rehem rate by 
the retention ratio (100% minus the dii payout ratio). All data are on a 

(2) !Exdudes llewves. 

Source of InfomMion: Standard 8 P&s Compwtat Services, Inc., PC Plus Database 
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I;onwnere lllinoie Water Commny 
Hiiorical Internal Growth Rate(l), i.e., BR. for 

the Proxy Group of Eight Lltilii selected on the Bwie of Lest Relethre Diiance 
for the Yeen 1994-1998 

1 a 3 4 5 

Proxy Group of Eight Utiliii Selected 
on the Basis of Least Relative Distance 

American Water Worke Co., Inc. 
Common Equity Return Rate 
Retention Ratio 
internal Growth Rate (1) 

Berkshire Energy Resources 
Common Equity Return Rate 
Retention Retii 
Internal GroMh Rate (1) 

CMS Energy Corp. 
Common Equity Return Rate 
Retention Ratio 
Internal Growth Rate (1) 

Eastern Utilities Arsocietes 
Common Equity Return Rate 
Retention Retii 
Internal Growth Rate (1) 

Energy West Inc. 
Common Equity Return Rate 
Retentii Ratio 
lnternel Growth Rate (1) 

Hawaiian Electrk Induetrks. Inc. 
Common Equity Return Rate 
Retentii Retio 
lntemal Growth Rate (1) 

Southern Company 
Common Ewitv Return Rate 
Retention Ratii 
lntemal Growth Rate (1) 

Unlted Water Reeourws. Inc. 
Common Equk Return Rate 
Retention Ratio 
Internal Growth Rate (I) 

1998 1996 

Five-Year 
Average 

1994-1999 
lnternel Gruwth 

1995 Is94 Rate. i.e., 6R 

10.67 96 10.47 % 
48.23 47.82 

5.15 5.01 

a.56 % 
6.19 
0.53 

11.54 % 
42.t5 

4.86 

9.29 % 
2.26 
0.21 

12.25 % 
29.87 

3.88 

11.53 % 
16.07 

1.65 

10.05 % 
4.50 
0.45 

IO.05 % 7.24 % 
21.63 l0.m 

2.17 (0.M) 

Avwage 

10.66 % 
25.81 

2.81 

14.57 % 
55.60 

a.10 

10.19 % 
10.63 

1.08 

11.05 % 
22.74 

2.51 

10.89 % 
11.52 

1.25 

10.31 % 
a.54 
0.68 

10.41 % 
47.49 

4.94 

12.29 % 
33.09 

4.07 

15.14 % 
57.08 

a.64 

a.20 % 
(9.81) 
(0.W 

11.55 % 
28.76 

3.09 

10.47 % 
7.24 
0.76 

12.53 % 
24.93 

3.12 

10.24 % 
19.30 

1.96 

11.35 % 
51.75 

5.87 

7.25 96 
(20.71) 

(1.501 

15.84 % 
56.62 

9.32 

a.81 % 
1.i7 
0.16 

15.19 % 
43.42 

6.60 

10.96 % 
lo.82 

1.19 

13.01 % 
26.46 

3.44 

4.89 % 
(69.61) 

(3.4) 

10.75 % 
53.95 

5.80 5.4 % 

13.34 % 
35.56 

4.74 3.0 (2) 

17.27 % 
62.57 
lo.81 a.3 

13.56 % 
37.10 

5.03 1.6 (2) 

13.89 % 
38.05 

5.29 4.2 

11.02 % 
10.29 

1.13 1.2 

12.47 % 
22.w 

2.81 2.1 

10.09 % 
7.38 
0.74 1.6 (2) 

3.4 % 

tbb: (1) The internal 9rcwth rate is cekubted by muttiplyin9 the common es* return rate bv 
the rete.ntii retie (lC@% minus the dividend payout ratio). All d-eta are on a 

(2) Excfudee nwetii. 

Source of Information: Standard 8 Pocn’s Ccmpustet SeMces. Inc., PC PIUS Database 



1 2 

1993 
Common 
Shares 

Outstanding (IL 
93-94 

Growth 

Proxy Group of Seven 
Water Companies 

Amsricsn Water Works Co., Inc. 
Cm-m. Water Service, Inc. 
E’town Corporetkm 
Mkfdleser Water Company 
Pennichuck Corporstion 
Philadelphia Suburbsn Corp. 
Unksd Water Resources, Inc. 

AWfige 

62.488 4.5 96 
4.185 2.9 
5.639 17.1 
3.979 1.3 
1.069 0.5 

22.859 2.5 
20.216 54.7 

Proxy Group of Eight Utilitbss Selected 
on the Bssls of Lesst Retstlvs Distsnce 

Amerfcsn Water Works Co., Inc. 62.488 
Serkshire Energy Resources 1.733 
CMS Energy Corp. 85.197 
Eastern Utilikfes AssocIatea 19.633 
Energy West Inc. 2.10 
Hswsiian Electric Industries, Inc. 27.675 
Southern Company 642.662 
United Water Resources, Inc. 20.216 

Average 

4.5 % 
2.0 
1.6 
4.7 
0.5 
3.5 
2.2 

54.7 

Consumers Illinois Water Comoany 
Calculation of Five Year Average Growth in Common Shares Outstandina (1). i.e.. S Factor 

1994 
Common 
Shares 

Outstanding (I) 

65.31 a 
4.307 
6.603 
4.031 
1.074 

23.435 
31.281 

65.318 
1.767 

66.535 
19.937 

2.191 
28.655 

656.528 
31.261 

3.8 % 
3.3 

13.9 
2.6 
0.4 
4.0 
5.1 

3.8 % 
19.0 
14.6 
2.5 
2.9 
3.9 
2.0 
5.1 

Notes: (1) Yew-end shares outstanding. 
(2) Excludes rvqstives. 

Source of Information: Standard & Poor’s Compustat Services, Ino., PC Plus Databsss 

5 

1995 
Common 
Shares 

Outstanding (IL 

67.825 15.6 % 
4.451 1.5 
7.523 3.4 
4.137 1.6 
I ,078 3.7 

24.377 5.0 
32.880 5.1 

67.826 
2.103 

99.212 
26.437 0.0 

2.254 3.0 
29.773 3.6 

669.543 1.1 
32.88 5.1 

B 

95-96 
Growth 

15.6 96 
2.4 
3.5 

1996 
Common 
Shares 

Outstanding (I) 

78.421 1.6 % 
4.518 0.2 
7.782 3.1 
4.265 1.5 
1.118 1.4 

25.598 2.4 
34.549 5.1 

78.421 
2.153 

102.69 
20.436 

2.321 
30.853 

677.036 
34.549 

8 

96-97 
Growth 

1.6 % 79.666 1.5 % 80.895 
2.7 2.212 4.7 2.316 
6.2 109.011 6.9 116.557 
0.0 20.436 0.0 20.436 
1.6 2.357 2.0 2.403 
3.4 31.695 0.7 32.116 
2.4 693.423 0.6 697.805 
5.1 36.295 4.2 37.836 

1997 
Common 
Shares 

Outstanding (I) 
97-W 

Growth 

79.666 1.5 % 
4.527 0.2 
8.022 5.6 
4.269 14.7 
1.134 59.8 

26.213 5.8 
36.295 4.2 

. 

11 

1998 
Common 
Shares 

Outstanding (11 

80.895 
4.536 
a.471 
4.897 
1.710 

27.727 
37.836 

I.2 
Five Year 
Average 
Common 

Share 
Gmwth 

5.4 % 
1.6 
8.6 
4.3 

11.4 
3.9 

14.8 
7.1 % 

5.4 % 
6.2 
6.6 
1.4 
2.0 
3.0 
1.7 

I 4.8 
5.1 % 



Proxy Group of Seven 
Water Companies 

American Water Works Co., Inc. 
Conn. Water Service, Inc. 
E’town Corporation 
Middlesex Water Company 
Pennichuck Corporation 
Philadelphia Suburban Corp. 
United Water Resources, Inc. 

Average 

Proxy Group of Eight Utilities Selected 
on the Basis of Least Relative Distance 

American Water Works Co., Inc. 
Berkshire Energy Resources 
CMS Energy Corp. 
Eastern Utiltties Associates 
Energy West Inc. 
Hawaiian Electric Industries, Inc. 
Southern Company 
United Water Resources, Inc. 

Average 

1 
1994 

Market 
to Book 
Ratio (I) 

132.4 % 141.6 % 155.5 % 178.1 % 199.0 % 
154.3 149.3 155.6 167.9 192.8 
120.8 118.3 124.2 146.3 164.9 
169.0 150.2 149.7 184.0 175.6 
98.3 99.0 106.5 100.7 149.6 

152.1 154.6 188.5 236.5 312.6 
127.3 117.1 132.7 152.3 172.8 

132.4 % 141.6 % 155.5 % 178.1 % 199.0 % 
136.4 121.4 115.2 117.7 142.6 
185.0 190.7 196.4 216.6 239.2 
136.4 126.7 106.7 119.8 142.1 
200.5 186.9 182.6 166.2 166.7 
141.1 148.8 146.8 147.0 153.9 
159.9 173.5 175.9 167.6 198.6 
127.3 117.1 132.7 152.3 172.8 

Consumers Illinois Water Company 
Calculation of the Premium/Discount of a 

Companv’s Stock Price Relative to its Book Value, i.e.. V Factor 

2 3 4 

1995 1996 1997 
Market Market Market 

to Book to Book to Book 
Ratio (1) Ratio (1) Ratio (I) 

s 
1998 Five Year 

Market Average 
to Book Market to 
Ratio (1) Book Ratio 

161.3 % 
164.0 
134.9 
161.7 
110.8 
208.9 
140.4 
154.6 % 

161.3 % 
126.7 
205.6 
126.3 
180.6 
147.5 
175.1 
140.4 
157.9 % 

Notes: (1) Market to Book Ratio = average of yearly high-low market price divided by the average of beginning and 
ending year’s balance of book common equity per share. 

(2) (1 - (100 /column 6)). 

Source of Information: Standard & Poor’s Compustat Services, Inc., PC Plus Database 

z 

V 
Factor (2) 

38.0 ka 
39.0 
25.9 
38.2 

9.7 
52.1 
28.8 

% 33.1 

38.0 % 
21.1 
51.4 
20.8 
44.6 
32.2 
42.9 
28.8 
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Consumers Illinois Waler Company 
Calculation of Proiected BR + SV 

1 2 

Common Shares 
Outstanding (1) 

(ow,wo) 

Proxy Group of Seven 
Water Companies 

American Water Works Co., Inc. 
Conn. Water Service, Inc. 
EYwm corporation 
Middle-sex Water Company 
Pennichuck Corpath 
Philadelphii Suburban Corp. 
United Water Resources, Inc. 

Average 

Proxy Group of Eight Utilities Selected 
on the Basis of Least Relative Distance 

American Water Works Co., Inc. 
Berkshire Energy Resources 
CMS Energy Corp. 
Eastern Utilities Associates 
Energy West Inc. 
Hawaiian Etectric Industries, Inc. 
Southern Company 
United Water Resources, Inc. 

Average 

Notes: (1) 
(2) 

(3) 
(4) 
(5) 
(61 

:; 
(9) 

Actual Projected S 
1998 20022004 Factor (2) 

81.02 99.w 
NA NA 

0.47 8.80 
NA NA 
NA NA 

27.73 42.00 
37.97 38.50 

01.02 99.00 4.1 % $45.0 $35.0 $20.00 $40.00 
NA NA NA NA NA NA NA 

108.11 137.00 4.9 80.0 55.0 35.00 67.50 
20.44 20.45 0.0 (8) 40.0 25.0 18.66 32.56 

NA NA NA NA NA NA NA 
32.12 34.50 1.4 45.0 35.0 28.75 40.00 

698.63 620.w WJl (8) 40.0 35.0 18.55 37.50 
37.97 38.50 0.3 25.0 10.0 15.00 21.50 

4.1 % 
NA 
0.8 
NA 
NA 
87 
0.3 
3.5 % 

z 

Projected 2002 - 2004 (1) 

B L1 

High LOW 
Stock stock 
Piice Price 

$45.0 $35.0 $20.00 $40.00 
NA NA NA NA 

50.0 35.0 35.60 4250 
NA NA NA NA 
NA NA NA NA 

35.0 25.0 12.00 30.00 
250 10.0 15.00 21 so 

Beck 
Value 

Average 
Stock 

(3) Price 
V 

Factor (4) sv (5) BR (6) BR + SV (7) 

50.0 % 
NA 

16.2 
NA 
NA 

60.0 
30.2 
39.1 % 

2.1 % 
NA 
0.1 
NA 
NA 
5.2 

6.2 % 8.3 
NA NA 
3.2 3.3 
NA NA 
NA NA 
5.8 11.0 
3.8 3.9 
4.8 % 6.6 % 

50.0 % 2.1 % 6.2 % 8.3 % 
NA NA NA NA 

48.1 2.4 7.2 9.6 
42.6 0.0 0.7 0.7 

NA NA NA NA 
28.1 0.4 2.2 2.6 
50.5 (1 .O) 7.8 7.0 (9) 
30.2 0.1 3.8 3.9 

41.6 % 1.0 %(9) 4.7 % 5.5 % 

From pages 9 lhrough 16 of this Schedule. 
The S Factor is the five I six year compound growth rate between the 1998 and 2003 I2904 (mid-point of 
2002-2004 /2003-2005 projecticn) axnmon shares outstanding. 
The Average Stock Price is the average of cclumn 4 and column 5. 
(I- (dumn 6 I column 7)) 
Cdumn 3 l cctumn 8. 
From page 8, cotumn 14 of this Schedule. 
Column 9 + cctumn 10. 
Projected 20032M)5. 
Excludes negative growth rate, since it is illogical that investors would invest in the common equity of a firm with the expectation of negative growth. 

SOUVX of tnf~aticm: VatW Line jnvestment Survey, January 7, February 4, February 18, and March 10, 2Mx), Standard Edition 



Prow Group ol Seven 
Water Companies 

Arneda” Water Works CC Inc. 
can”. water rsekce. 1°C. 
Ewm corporation 
MIddlesex Water Compsnv 
Pennichuck Corporation 
Philadelphia Suburban Carp 
UnIted Water ResourCAS. Inc 

Proxy GKWP of Eight Utiliiies Selected 
on the Saw of Less1 Relat~e Distanca 

America” Water WC&S Co, Inc. 
Betihire Energy Resources 
CMS Ener~v Corp. . 
Eastern Ut~litb Asaociatea 
Enerav West 1”~. 
Hawe~la” Eleotrlc Industries. Inc 
Stihem 0smwnv 
Unbd Water Rescunes. Inc 

AWag0 

1 2 3 

1998 

36.00 % 
NA 

44.60 
NA 
NA 

46.60 
36.10 

3600 % 
NA 

29.00 
52.M) 

NA 
43.10 
42.90 
3810 

TOta1 
Capital 

(5 mill) (1 )_ 

$3.442.30 
NA 

465.70 
NA 
NA 

496 60 
1,196.30 

$3.442.30 
NA 

7,692.OO 
716.90 

NA 
1.918.9c 

22.617 00 
1.196.30 

Common 
Ewnv 

(I mill) (2) 

51.239.23 
NA 

208.63 
NA 
NA 

231.42 
456.55 

$1.239.23 
NA 

2.230.66 
373.63 

NA 
627 05 

9.709 49 
456 55 

Cwwmen Illinois Water ComDanv 
&g&&Jntemal Grow(h Rate 

4 P B z a 9 I!2 11 I2 u 14 

2002-2004 2002-2004 

Commim 
Eauitv 
f%) fl) 

Tot.31 Common 
Capital EauitV 

(S mill) (1) ($ mill) (31 

Annual 
Common 

Ewb’ 
GmMh 
Rate (4) 

ROE Return on 
Adlustment Co”lm0” 

_ Factor (5) EaunV (1) 

Return on 
AVera 

Common 
Equtv 16) 

Retention 
DPS (I) EPS (1) Ratio (7) 

3600 % $4,650.00 $1.643 00 6.26 % 1 04 % 12.00 % 12.46 % $2 30 $1 15 50.0 % 
NA NA NA NA NA NA NA NA NA NA 

4550 66000 300.30 756 104 1000 10.40 3 30 2 30 303 
NA NA NA NA NA NA NA NA NA NA 
NA NA NA NA NA NA NA NA NA NA 

47 00 1 ,ow.oo 470 00 15.22 1 07 12.50 133a I 50 0 85 433 
47 00 1.225.M) 575.75 4.75 1 02 10.50 10.71 1 55 1.00 35.5 

3600 % $4.650.00 S1.643.OQ 626 % 1.04 % 
NA NA NA NA NA 

36.00 13.425.00 4.63300 16.72 1.06 
63 54 (91 60000 (9) 381.00 032 1.00 

NA NA NA NA NA 
47 50 2.075.00 985.63 3 57 1 02 
40 50 19) 26.230.00 (9) 11,433.15 262 1.01 
47 00 1.225.00 575 75 4.75 102 

12.00 % 
NA 

12.00 
9 50 (9) 

NA 
1100 
1500 (91 
1050 

12.46 % $2 30 $1 15 500 % 
NA NA NA NA 

12.96 4 25 190 55 3 
950 180 (9) 166 19) 76 

NA NA NA NA 
11.22 3 10 2 46 200 
15.15 2.75 (9) 1 34 (91 51 3 
10 71 1 55 1 00 35 5 

Pmiected 
Internal 

Growth (6) 

62 % 
NA 
3.2 
NA 
NA 
56 

38 
46 *A 

62 % 
NA 
72 
07 
NA 
22 
78 
3.8 

47 % 

Notes. (1) From pages 9 through 16 of this Schedule. 
(2) Column 1 l column 2. 
(3) Column 4 l cdun??l 5. -. 
(41 FM) I SIX Wr OOmpMJnO Orowlh raw In COfnmM aqulty from 1996 to 2002-2004 / 2003-2005 or (((cdumn 6 /column 3) * 20~-1~1~~lcolumn6/column3)~.167)-1). 
(5) 2 ’ (0 + oolumn 7) / (2 + mlumn 711 
(6) Cdumn 6 ‘column 9. 
(7) I-@olumnl2/columnl1). 
(8) cdunln 10 ‘cdum” 13. 
(9) Pmiected 2003-2005. 

Swrce o! Inbmation: Value Line lnwstment Suw, Januafv 7. February 4. February 16. and March 10.2CHIO. Standard Ed&ion 
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H@t: illWllWE!S 4 kWnntF)s Low. 9.4 10.6 
7.4 

Target Price 
i-. --- .a_-- a.4 

I~-.... 
200212003 (2004I 

-3+iiT I -0Ilm ~-c-- 
- 1----"1' 

I 
TECtWICPl 4 kwtai?.fuo~ ; I 

--- --- I :I 

1Pns ZQlel NW9 
I-2 E 80 76 - TT L.!. ParwrIt =-* 4s 1.” j 

lslnq 312E 302% 3osG - ld -;tl 
9a3 196411985 isa 1997! t98a!' 
622 6110 1 7.13 7.73 7.94 1 8.46 1 

. .omnmn slack 96.914.952 sin. 

428 59.7 49.1 
190.5 nht?r %ss :“o::: 167.5 :wrentuab. 

uwuMR4T6s Pert 
$S$ a ill% Pool %dlzY IYr& * 

4.0% 2.0% 
‘cagl w 7.0% 6.0% 
p?Jc& 4.5% 5.5% 

3ook value 
;:gm& 1asJ 

2% 

WARlERLYREVINUES~utilL) 
ii& Nar31 Jm.36 Sep.30 D&l &i 
1996 l!wi? 228.9 2418 2202 .em3 
1997 -213.4 2379 266.0 235.9 ‘%X2 
1998 226.0 256.0 282.5 253.3 jo17.8 
1999 237.0 319.0 353.6 1154 1125 
2oM 279 3w 380 350 1350 

E+wMGsPERMA 
tit%- Mar.31 Jur3D sop.30 Dec.3l %i 

.45 27 1.31 
51 34 1.45 

1998 25 .A2 33 1.50 
1999 23 .42 .& t-a 
2Mu 26 .4? 33 A0 f.76 

aUARYERLYDMoENDSPAlD~ 
0% Mar.31 Jun.2D Sm.30 Dec.31 :: 
1998 ,175 ,175 .175 ,175 .n: 

6.84 9.32 10.28 10.59 11.48 11.79 11.64 11.41 11.97 12.56 12.70 f4.66 Rmnunpn~h m.96 
1.36 1.65 1.96 1.97 221 226 2.42 2.48 2.79 3.05 115 2.46 "CaahFM'pwsh 4.20 
.78 35 l.fC III4 1.15 r.n I.26 1.31 1.45 158 663 LA amillgoprroh~ 238' 
.37 Au .A3 .I7 54 34 34 .70 .76 .32 .ffi 34 DiidDmd'dpmh . . 1.m 

3.43 325 2.97 3.16 3.93 4.07 4.m 3.49 4.42 4.42 4.65 4.93 cop7 spondlng pa rrl 5.w 
8.00 a.52 9.23 9.82 10.49 11.23 12.07 13.47 14.31 15.29 15.25 f&O6 BwkVahn~rrh 2o.M 

M.33 61.24 61.59 62.07 62.49 , &5.32 67.63 76.42 79.6 61.02 , 96.50 96.50 ComlranShsOutst'S 0 99.00 
11.6 8.7 9.3 11.5 12.4 120 12.1 15.0 15d 19.3 17.7 Avg AIM1 PIE Rous 17.0 
28 26 28 Jo -73 J9 21 24 91 192 39 .rcokNYoPE9oED us 

4.fK 5.0% 4.1% 3.9% 3.5% 3.0% 4.2% 3.6% 3.3% 27% 3.9% AqAnnlDiv'dWd IZ% 

527.6 570.7 833.0 657.4 7t7.5 7702 802.8 694.8 W2 1017.6 1225 fJ80 RmnurrlhiR) 1676 
48.3 57.1 76.6 72.8 79.8 62.5 91.9 lu5.3 B 1227 131x? tso f6S N+Pmftt($m6l) 225 

38.1% 342% 33.3% 34.1% 37.5% 31.7% 374% 37.7% 37.9% 38.9% 36.M 38.0!4 inmnuTul(m 382% 
6.4% 7.7% 6.4% 63% 8.6% 12.7% 232% 11.2% 9.6% 11.7% 120% KM% AFUDC%tsNotPrs6l f5.0% 

59.0% 58.4% 58.4% 56.8% 61.0% 61.0% M).l% 59.7% 60.1% 61.2% 6M% 61.5% LowT@rmUebfR@o 60.6% 
37.1% 28.1% '25.0'. 33% '33.7% 342% 35.5% 34.3% ' 36.6% 3EO+' 36.09: 30.0!4 $&aoaEquiIyRitjo 38.0?4 
13132 1369.5 1524.3 16632 1947.2 2143.2 2303.9 2873.3 3110.8 3442.3 3750 3675 Tablclpibl(SmillJ 48% 
1741.6 fW23 2037.1 2t63.9 2606Z1 2703.4 2862.U 3431.3 3690.6 4041.6 -UIJS 4700 R*~RaM$miS) 5w8 

6.6% 6.7% 7.4% 63% 6.6% 6.1% 6.4% 5.7% 61% 5.9% &Ox 68% IIMwnonTolalCw'l 7.0% 
9.0% 10.0% I 11.3% 10.1% 10.5% 93% 10.0% 9.1% I 93% 9.6% I %sK l0.w IRatwnonShr.Equiy 11.8% 
9.1% 10.3%' 1 12.3% f&S% (13.9% 102% fU.3% 9.6% 1 10.4% 16.3% 1 R%Bx ft:BK Ifbiwon-CentEq@ c fSCm 
4.5% 5.7% 7.0% 5.8% 6.1% 5.5% 5.1% 4.7% 5.1% 4.9% 60% 60% RabinedtoComEq 60% 
55% 48% 43% 51% 50% 51% 56% 53% 52% 53% 85% I96 AUDlv'dolsNotPml SIX 

American Water Works shotdd make 
decent earnings progress in 2990. 
Despite weather-related restrictions 
within a number of subsidiary service ter- 
ritories. AWK Ifkcl grew its top and 
bottom-Hnes in 1 9J 9 by 20% and 396, 
respectively, .primarily as a result of suc- 
cessful geographic diversification. The 
recently squired National Enterprises 
(which serves approximately 1.5 million 

Rf”p 
le in Missouri, Indiana, Illinois, and 

ew York) shouki continue to provide a 
platform for geographic expansion, while 
also providing a measure of earnings 
stabiiity against any finure weather- 
related eamlngs shortfalls. Meantime. the 
company’s .Pennsylvania subsidiary has 
been granted a $24.6 million (6.7%) rate 
increase. This, alnn with several addl- 

7i ..’ tIonaI pending rate tkes and a growing 
customer base, should drive a single-digit 
earnings gain ln 2000. 
The compan 
through acq UL 

continues to grow 
Itions. The high cost of 

upgrading our nation’s water systems is 
forcing many smaller municipal water 
companies to turn to la er, better 
financed players (such as A#K) for as- 

sistance. As the largest dome5ti pubUcIy 
owned water utility, American has the 
means to eff&tiVely a 

3 
uire and operate 

smaller systems. In 199 , AWK bought 16 
smaller water systems. whirh added 
~~9~~cu;tomer-s. Most recently, Amer- 

(AMEXSJ fihg ~~esSJ~te~ 
216.000 customers in alifomia, for $390 
Milton In cash. This merger, along with 
the recently announced acquisition of 
Citizens Llti~lities Company, should close 

?-ii 
raphic diversity, and should become accre- 

~e%~%tfs?%~~’ shares are 
ranked to lag the market in the year 
ahead. However. conservative investors 
should note that the stock merits our top 
rank for Safe 
sesses a soli 2 

and the company also pos 
Financial Strength ra 

Furthermore, the shares offer a 
increasing dividend With the 
over 20% from our November report, 3- to 
5 year t0take.m pommial at the recent 
price is worthwhile. 
Steven Brachman February 4, zoa 
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SMS ENERGYCORI?NYS~~ 16 4.9% 
RELWESS 4 Lwndm93 IilgJh: 28.5 39.6 

m 
36.5 33.0 22.6 27.5 48.5 Target Ptiw Rwga 

_.. .- lyCll “j *;;s LOW 13.5 22.5 24.9 16.6 14.9 10.1 
%:" 30.0 33.0 44.1 50.1 

22.6 27.8 31.1 30.0 30.5 
i LE+G_ i,:; '. 

2DD212DD3 (2w4 

ECWICAL 4 ~orend7~9 

si 
nowor oodolona - 1% 

FY AYJJASO , 12 

:a 
“;E “,g *;‘; FWCMI (10 - 

Y. x I __ *n. “II - 
**) 776% IWSG ?eaiiI-M wJ - 

ldgas 1984 I 1985 $986 ! ma7 i 1988 
3421 36.741 37.45 35PI 34.39l 35.80 
5.00 4.07 ( 2.06 3.17 1 4.95) 5.97 
?blZ 1.68 1 d.43 .74 I 2.15 I 3.31 
24s (.@I -- ._I __I ._ 

11.06 7.84 I 2.37 z.17 I 5.oz I 5.31 

-* unwpNallwd bud fads sm.0 nil. 
'mdonUalx$39.0md.h93vl.$34.0ni6.h'%' 
'bJStnck$S%?DmiS Pidlliv'd$77bd. 
ndco1,598~.54.1~.50$100par,am.,cay. 
1151032541104.1ad6mil.*.$2.uJuossA~. 
:pspar),cm.;4na.shr.8.36%TMtPlwmd; 
3.45ml.unik7.75%anlv.auIfJ6. 
~~zMKJD,52lthS. 

NARNm CAP: (3.0 bNnal (Mid cqs) 

ELECWC OPERATING STATlSlICS 

139r 144s 1476 
5.46 5.39 5.20 

8016 8876 8012 
7167 7315 72ta 
59.5 l 1.5 58:: 60;: 

H.36 57.U ~R~v~nuapwsh 62.76 

155x 16.6% 1 13.3% 6.9% 14.7% 13.9% 12.7% 126% 1 119% 9.8% ?f.S% 125% RSiumonW.Eq& 11.5% 
15114; 17.9% ; 14.4% 9.4% 164x 16a 13.9% 14.1% ) 13.6% 103% a% uu% RShmlP~Co~Equay = fz.S% 
15.5% 15.4% 10.8% 42% 11.6% 10.1% 92% &D% 7.3% 4.D% 7.0% t.036 R~binwltoCocnEq 0.5% 

0% 17% 29% 6z% 36% 45% 49% 50x 52x 53% 66% 67% AWDlv'dstoNst~ 53% 

in order to pay down debt. CMS had. in- 
tended to issue common equity in order to 
strengthen fts capital structure. but Its de- 

00 niiHion 6f as- 
sets and use the proceeds to retlre debt. 
The ensuing reduction in interest expense 
should be enough tn compensate for the 
lost earnings from the assets that will be 

five years, beginning in 2003. but it would sold. The debt paydown will boost the 
ensure Fidel Fecwery of its s&anded SOS&+. common-equity ratio by four percentage 
Earnings should rise solidly in 2000. points, but it will still be subpar. Our es- 
We assume that electric rates won’t timates and prujections won’t reflect the 

much. if -at ali, irr the near tm, asset sales until they have been com- 

L 
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the safe will almost certainly be For only a 
small fraction of the unit’s book value, the 

before t&e end of the q&-ter. The pa& 
calls for NEES to buy all of EUA’s out- 

corn any will recover the loss through a 
non ypassable transition charge. Mean- t 

standtng cnmmnn stock for $31 a share. in while. EUA has settled Its claim against 
an all-cash transaction. The price will be NU for $11 million, resulting frum the lat- 
increased by SO.003 a share per day, for ter’s subpar operation of the facility. EUA 
each day from November 17. 1999 until also has an agreement to sell its 2.25% 
closing, subject to a cap of $0.49 a share. ownership of Vermont Yankee for 
-l-k merger is nof cmth~gent af3 the 

sl”“‘ 
$6OQ,OOQ. The plant has iw book value. 

viously announced purchase of NEE by The merger with NEES re resents a 
National Grid Group of the United King- negiigible premium over & e stock’s 
dom. But it still requires approval of vari- recent quote. That’s understandable, fn 
ous state and federal regulatory bodies. all light of EUA’s limited prospects as a 
of which are expected shortly. De. ite the 
high payout ratio, EUA has state that it “8 

stand-alone en* Not only are the corn- 

will continue dlvidend pa ments 
i 

at the 
gany’s tlnances below averar for a utiliy 

ut. because of ELJA’s smal size. it wou d 
current rate until the a iance is con- have difficulty competing against Its larger 
eluded. WP. have suspended the stock’s 
Timeliness rank. since the shares are trad- 

neighbors in the new unregulated environ- 
ment. hrloreover, Cogenex. the major nun- 

ing largely on takeover considerations. cm-e subsidiary, is not llvlng up to expecta- 
tlons. In all. we consider the acquisition; 

lion. Northeast Utilities (NV). a 68% 
owner of the plant. seeks to sell its stake stock in an 
ln the unit and has agreed to sell EUA’s lng their holdings now. 
share as part of the transaction. Though Arthur H. MedaZfe 
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E’town Corporation has agreed to ba E’town is tradiig at a mere 8% discount to 
acquired bv Thames Water, a U.K.- Thames offering price. This extra potential 
ba&d watei su plier. The pro 
chase is for $60 B 

sed ur appredation. r&&rming the deal- is con 
million in cas r go- or a ut summated, does not appear to us tn wa 

$68 pet E’tawn share.. This represented rant haldIng on. ta these shares- There i5 
about a 30% premium to E’~~wn’s stock always the risk that the acquisition may 
price rior to the acquisition announce- not close. In that case, E town sharer 
ment. s-h ames Is the third largest water would likely fall to pre-announcemenl 
service provider in the world, with approx- levels. This is because the Thames offer iz 
imate& 26. rnN&n customers. The axnpa- s@nigcan*ly above the valuation thaf 
ny already operates in Europe and Asia, would seem to apply to an independen 
but Is seeking to further expand its serv- E’town. based on relevant historica 
ices Internationally, particularly in the measures. Thames appears to have paid i 
United States. high price for E’town because of the scar 
-We expec! that the deal wffl dose 6~ cix of other acqutsttton candidates in the 
the end of this year. In order to be fin - U. . water utility industry. 
ized. the acquisition requires the approval Meanwhlle. as a stand alone company 
of both sets of shareholders and state and we think E’town should produce re 
federal regulatory authorities. A speck1 spectable earnings growth out tc 
shareholders meeting to vote on the 2662-2064. The main driver of these profi 
merger is expected during the first quarter increases will likely come from the utility’ 
of 2000. We don’t expect that the pro 
acquisition will run into any regu atory E’town hopes to capitalize on its financia p” 

sed non-regulated operations. SpecIflcalh 

problems. since Thnmes does not yet have .stcength and water management exportis 
a compethive market share in the U.S. rtunities that ar 
Current investors are advised to sell 
their E’town shares prior to the cloa- 
ing of the acquisition. Currently, 
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We estimate that Hawaiian Electric contract that is scheduled to take effect C 
Industries’ earnings wiII make little the second quarter of 2990. HELCO is ah 

E $;” 
ss in 2099. On the positive side, seeking to recoup some of the costs it ha: 

awallan economy is finally showing incurred to build capaclcy on the Bl Is 
signs of mmlng nut of its long slump. land. The .pmjrrt has suffered f ton 
That’s refiected In the utllitles’ kilowatt- lengthy delays due to various lltlgations. I 
hour sales, which rose 1.3% in 1999 and it appears that the project $!I achlew 
are likely to advance again this year. That commerclai 0 ration In 
was a reversal from the sales declines re- HELCO will fI e a rate case this year SC r ’ the’ 
corded ln 1997 and 1998. Bate relief (see that rate relief can be timed to coincidl 
below) could be another lus. In addition, with the in-service date. 
American Savings Bank R as reduced costs HE1 has sold its tug and barge opera 
and taken steps that could enable it to tion. It used the proceeds of $35 mlUlon tl 
galn market share. On the downside, the reduce debt, and the interest savlng wil 
deficit at HE1 Power, liEi’s independent make up for the ioss of the modest prdl 

8” 
wer subsidiary, is likely to increase from this business generated. HEI booked a los 

5.1 million last year due to higher devel- of SO.08 a share ln the 
opmental msts and a delay in the in- 
service date nf a pmjact in China. The first 
of two units of the plant tsn’t scheduled to 
go on line until the flrst quarter of 2991, 
with the second to follow slx months later. 
One of HEI’s utilities has a rate case 

Hawaii Electfic Light Company 
a tariff increase of 

515.5 million (9. 96). based on a 13.5% re- 
turn on equity. This will enable the utility But don’t e ect an increase anytlme soon 

3 to recover the cost of a purchased-power Paul E. De a.~, CFA Februaq 18, Zcxh 
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We think that PhiladeIphia Suburban stages of consolklation. we expect PSC to 
posted a modest earidngs gain in 
1999. As we went to press. the compan 
had yet to announce profits for the fou rtJl 
quarter and full. year. When those data do 
become avallable. we expect PSC to report 
earnings of $1.10 a share, an improvement 
of 7% over the previous year’s tally. The 
comp,any continues to be active on the 
merger fmnc, having c0mphXe-d 17 acqu+si- 
tions and growth ventures during the 
year. This ex 

K 
ansion. along with natural 

system growt . helped PSC to increase its 
customer count by approximately 3%. in 
an industry with a norm closer to 1%. 
We expect the company to continue 
growing through acquisitions. Because 
of the high costs involved in maintaining 
and uppadin water mains and pum.ping 
stations, sma i3 er water systems’ interests 
are often better served by selling their as- 
sets to well-capitalized companies such as 
PSC. Since 1992, the corn any 
pursued. a .regional R 

has 
gtowt -Ehrough.- 

acquisition strategy that has included over 
40 water companies and wastewater sys- 
tems. With the water industry remaining 
highly fragmented and still in the early 

ternative for municipal systems that are 
looking to make operations more efficient 
but are reluctant to sell assets. Along 
these lines. PSC recently announced that 
rts .Consumers New Jersey subsidiary .has 
been awarded a three-year contract to pro- 
vide water meter reading, billing, and cash 
remittance services for the Winslow 
Township municippal water system in Cam- 

)?33F .tOt3kXtWR .fN3b?"tid "0 .3. Fisk- 

eni 
ad usted basis is decent, and may well be 

anced by additional acquisitions, which 
are not included in our projections. 
Steven Brachman FebruaT 4. Zool 


